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CONSTRUCTION COSTS MOVE HIGHER 
Yr. HE cost of building a two-story frame house rose 2. 8% during 1954. This 





is theaverage increase among the 52 cities covered hy the surveyreportid 

in this bulletin. Of these 52 cities, construction costs advanced in 37, 
changed imperceptibly in 5, and declined in 10 (8 of these 10 were in the South). 
In addition to the 52 cities with cost data running back to 1935, we have compiled 
a table of construction costs in 16 other cities (see page 105). 


The average cost of $17, 221 represents an all-time high, almost three times 
the 1935 cost, and 75% above the early 1947 level. The present average is equal 
to 71¢ per cubic foot (including full basement), and $10.45 per square foot of living 
area. 


For the past several years we have felt that construction costs were about at 
their peak and that the probabilities favored a decline. We now feel that the 
probabilities favor a continued rise. Labor costs are going to be driven higher 
by new contracts (paid vacations are to be a more important demand this year). 

(cont. on page 105) 
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TOTAL CONSTRUCTION COST OF 
STANDARD SIX-ROOM FRAME HOUSE 
IN CITIES NOT INCLUDED ON CHART STUDY 


City Total Cost City Total Cost 


Akron, Ohio $17,215 . Madison, Wis. $17, 530 
Albany, N. Y. 17, 486 Nashville, Tenn. 15, 840 
Chattanooga, Tenn. 15, 140 Peoria, Ill. 18, 130 
Columbus, Ohio 16, 880 Roanoke, Va. 13, 459 
El Paso, Tex. 15, 475 Rochester, N. Y. 18, 114 
Jacksonville, Fla. * 14, 567 Shreveport, La. * 14, 228 
Kansas City, Mo. 16, 020 Spokane, Wash. 15, 737 
Long Beach, Calif, * 16, 089 Tulsa, Okla. 16, 666 


Cost does not include basement. 


CONSTRUCTION COSTS MOVE HIGHER 
(cont. from page 97) 
Material costs can scarcely fail to rise in the face of heavy demand from all 
sections of the construction industry. 


To offset these upward pressures one must depend on the home builders. Any 
worthwhile reductions in cost will come in those areas where builders have suf- 
ficient incentive to lower costs by improved methods and profit cutting. We antici- 
pate no decreased labor costs except through methods and technology introduced by 
the builders. The improvements that have been made during the last 10 years in 
materials, tools, methods and design make an impressive list. They have re- 
sulted in more livable and convenient housing, but make no mistake about this - it 
is not cheaper housing. Costs have continued to rise. 


Other major cost indexes have stabilized during the past 3 or 4 years. The 
wholesale commodity index has fallen a few points from its April 1951 peak, and 
motor vehicle prices have varied within a 13% range for over 3 years. Furniture 
and appliance prices have been on a plateau or in a slight downward drift since 
mid-1951. The retail food price index reached a peak of 115 in December 1951, 
and has been in a gradual decline since then. It stood at 110. 6 in January 1955. Re- 
tail clothing prices reached a peak of 109.3 in September 1951. Since then they have 
varied between this figure and 103.0. In short, all of these major price indicators 
have been a great deal more stable than home construction costs, which have been 
in a fairly steady, although gradual, rise. 


While it is difficult to measure the inflationary impact of easy housing credit, 
it is not difficult to see that such an impact does exist. Following the removal 
of price controls in October 1946, construction costs rose rapidly and leveled off 
during 1947. The cost of our six-room frame house rose from $9, 700 in July 
1946 to $12,400 in January 1947, but by the end of 1947 had stabilized at $12, 540. 
The impact of the 1947 Housing Act and the easier lending policies of the FHA and 














VA were felt in 1948, sending the cost of our six-room house up another $1, 500. 
In 1949 there was another period of leveling off and the cost of our six-room frame 
house actually dropped about $100. However, in 1950 the effect of the 1949 Housing 
Act and easier lending was shown in another $1, 200 rise in the cost of our six- 
room frame house. Some of this was undoubtedly caused by the Korean War infla- 
tion, and the rise continued through 1951 despite Regulation X, which was imposed 
on October 12, 1950. Of course, you remember that the effect of “X” was delayed 
because of the tremendous number of prior commitmentsthat were exempt from the 
new credit restrictions. By 1952, Regulation X had taken hold firmly and the cost 
of our six-room frame house remained stable from the beginning of that year until 
the removal of *X” in the fall. As credit terms were eased, the price of the six- 
room house started moving up again, and by the end of 1953 it had advanced another 
$600. In 1954 there was relatively little change - a rise of only $100. So far, the 
effects of the 1954 Housing Act have not been reflected in the cost of the six-room 
house in St. Louis, but we expect that they will be later on in the spring. 


Of course, the first objection to this argument that occurs is that the renegotia- 
tion of labor contracts has been responsible for these cost increases. This is 
only partly true, because in the St. Louis area the custom has been (up to 1953) 
to negotiate the contracts on an annual basis. If this were the only cause, the 
increases in construction costs should show a steady annual rise instead of leaping 
up every other year in close correlation with the easing of credit requirements. 


So, while it is difficult to measure the inflationary effects of loose credit, we 
believe that the record shows that such an effect does exist. This theory also fol- 
lows the rule of logic. Consider, for example, the case of the $10,000 house 
with the 10% down payment. This will require $1,000 cash and a payoff of $59. 40 
per month on a 20-year, 5% loan. Now raise the price of this house $1,000, and 
change the loan terms to nothing down, 30 years, at 43%. The $1, 000 increase in 
price is completely overshadowed by the disappearance of the $1, 000 down pay- 
ment requirement, and even the $59.40 monthly payoff is undercut by the $55.77 
payoff of the new loan. Ask yourself which looks like the better buy to those who 
are initiated in the use of only simple arithmetic. 


In actual cost, the $11,000 no-down-payment, 30-year, 43% loan will cost the 
buyer far more than the $1,000 difference in sales price. The difference in total 
payoff of the two loans makes the no-down-payment deal cost almost $5,000 more. 


Progressively easier credit terms have two inflationary effects on construc- 
tion costs. First, as we have already discussed, they make price increases much 
more palatable to the buyer, and in some instances can be used to disguise these 
price increases. This has a tendency to slow down buyer resistance that might be 
expected to develop in the face of continually rising prices, and thereby removes 
most of the incentive of the builders to reduce cost. Indeed, there are thousands 
of houses advertised every day with only the down payment and monthly payoff car- 
ried in the ad. Surely this justifies the claim that a good many present-day buyers 

(cont. on page 110) 
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CONSTRUCTION COSTS MOVE HIGHER 

(cont. from page 106) 
are buying financing instead of buying housing. Secondly, the lowering of down 
payment requirements and the reduction of the monthly payoff brings a greater 
number of buyers into the market to bid up prices. This factor is not so serious 
today as it was during the early postwar period. In 1946-1948, when materials and 
labor were scarce, easier credit brought a tremendous number of families into the 
housing market, but did nothing to increase production facilities. The result was a 
rapidly increasing number of people bidding for a slowly increasing supply. As we 
have said, this factor is not so important today, although it still exists to some 
extent. 


Aside from the inflationary aspect of ioose credit, we suspect that it may 
have a more harmful and more subtle effect over the long pull. It may well change 
the home ownership philosophy of a large segment of our population. It is possible 
that easy credit will raise the cost, and at the same time cheapen the value to the 
buyer. It has long been held that home ownership is a positive good in that it en- 
genders in the home owner an interest in community activities not commonly found 
among tenants. It has, in the past, usually been evidence of a certain amount of 
thrift and self-sacrifice, and is claimed to result in the enhancement of property 
values. There is little doubt that home ownership has had all of these desirable 
aspects, but what happens to these desirable aspects when home ownership involves 
nothing more difficult than trading a mortgage for the keys? What happens when 
the “buyer” buys with no payment and assumes no risk? It will be remarkable 
if this type of financing does not cheapen the intangible values of home owner- 
ship and reduce the laudable habit of home buying to the less desirable necessity 
of paying for shelter. 
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CHANGES IN THE RENTAL MARKET 


cant changes. The first two changes go hand in hand: an increase in the 

number of available rental units and a decrease in the number of families 
seeking rental quarters. These two changes have been charted on almost 50 prin- 
cipal cities in recent issues of the Real Estate Analyst. * 


a ] N the last two years the rental market has undergone several rather signifi- 


On pages 107 through 109 we have shown a more detailed analysis of the rental 
picture in 10 cities of the United States and one Canadian city. These charts show 
the number of each type of dwelling and the total number offered for rent during 
the 1940-1954 period, compared with the number of ‘Wanted to rent” ads. 


The value of these charts is that they show the changes that have been taking 
place during the last 15 years in the type of vacancy. At the same time they give 
some indication of how serious the vacancy problem is likely to become. In 10 
out of 11 cities total * For rent” ads are, or have recently been, higher than the 
number of * For rent” ads in 1940. In all cases the number of “Wanted to rent” 
ads has been in a decline since the late 1940’s. 


An analysis of the types of vacancy shows that the percentage of vacant unfur- 
nished apartments has decreased in 8 out of 11 of the cities charted. The excep- 


tions are Dallas, Omaha and Winnipeg. In Dallas, 45% of the advertised vacancy 
was in unfurnished apartments in 1954 (October), compared with 38% in 1940. In 
Omaha the increase has been less - rising to 29% in 1954 from 26% in 1940. The 
biggest increase in the percentage of vacant unfurnished apartments has occurred 
in Winnipeg. In that city the 1940 ads showed that 45% of the vacancy was in un- 
furnished apartments, while in 1954 the percentage rose to 65%. 


While the percent of vacant unfurnished apartments has been decreasing, so 
has the percent of vacancy accounted for by houses and duplexes. This has been 
(cont. on page 112) 





“September 30, 1954, Volume XXIII, Number 43; and January 31, 1955, Volume 
XXIV, Number 3. 


FIRE LOSSES DROP 


AMAGE or destruction by fires caused an estimated $870, 984,000 loss 
[) in 1954 compared with the all-time high of $903, 400,000 in 1953. In this 

shocking total there were 36 fires where losses ran from $1, 000, 000 to 
more than $7, 000, 000. 


We have no interest in the fire insurance companies, but we do think that we 
should occasionally remind you to check the insurance on your home or business 
property. Replacement costs on building and contents are a good deal higher 
than they were a few years ago. Your coverage may need to be higher. 
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CHANGES IN THE RENTAL MARKET 
(cont. from page 111) 
true in all 11 of the cities, with the sharpest changes taking place in Omaha and 
Winnipeg. In 1940, 47% of advertised vacancy in Omaha was in houses and du- 
plexes. In 1954 the figure was only 20%. The percentage of houses offered for 
rent in Winnipeg fell from 49% of all advertised vacancies in 1940 to only 15% in 
1954. 


The percentage of vacant furnished apartments has risen in all 11 civies, by 
a considerable amount in most of them. At present they constitute more than half 
of the advertised vacancies in Indianapolis (59%) and in Omaha (51%). Other cities 
with high percentages of advertised vacancy in furnished apartments are St. Louis, 
where 48% of all advertised vacancies are furnished apartments; Kansas City, 
Missouri, 45%; Seattle, 44%; and Chicago, 43%. 


During the period of rent control and the housing shortage, thousands of 
property owners converted large unfurnished dwelling units into small furnished 
apartments in an effort to earn more money from their property. As was believed 
at the time, this conversion program was overdone, and the heaviest vacancy is 
now showing up in this type of unit. A good many of them are very poor dwelling 
units and will only be occupied in periods of scarcity or at sharply reduced rentals. 
Incidentally, in St. Louis 83% of the furnished apartments advertised for rent were 
three-room or smaller, while only 31% of the unfurnished apartments advertised 
for rent were three-room or smaller. 


You will notice, however, that increasing vacancy is not confined entirely to 
the furnished units. Vacancies in unfurnished apartments have also risen sharply 
in the last two years in all of the cities covered by this report. Vacancies in houses 
and duplexes are also rising except in Winnipeg and in the “apartment” cities of 
Boston, Chicago, and St. Louis, where single-family residences are very difficult 
to rent. 


A reading of the “Wanted to rent” ads indicates that most of the ad placers 
are bargain hunters. There is also a large number of young couples with one or 
two small children seeking three or four rooms at about $40 per month. In St. 
Louis the average ad placer expects to pay about $5 per room under the advertised 
average. For example, unfurnished apartments in St. Louis are running about 
$20 to $21 per room. Most ‘Wanted to rent” ads for unfurnished apartments in- 
dicate a desire to pay about $15 per month per room. Rents on furnished apart- 
ments run just about $5 per room per month more than the per room rate on 
unfurnished units. 


Advertised rentals on flats in St. Louis run $15 per room and they nearly all 
have three to five rooms (90%). Strangely enough, unfurnished houses have a per 
room rent of $21 per month, or just about the same as the advertised rate on un- 
furnished apartments. 














